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THE REAL ESTATE ACTIVITY CYCLE 


VER since the publication several months ago of a book on cycles,f I have 
kL been besieged by questions regarding the real estate cycle and the probable 

timing in the future. As pointed out in this book, the real estate cycle as 
measured by our organization has averaged eighteen and one-third years in the 
United States. The authors of this book believe that the real estate cycle will con- 
tinue to Swing in the future as it has in the past, bringing us to a low in real es- 
tate activity in 1951 or 1952. This is an earlier date than the date we have gen- 
erally given in our reports for the bottom of the real estate depression, 


Because of the many questions I have received, I will attempt in this bulletin 
to give as completely as I can my ideas accumulated over the last 20 years on the 
way the real estate cycle acts and what can be expected of it in the future, 


Any comparison of the real estate cycle and the general business cycle will 
immediately reveal a number of striking differences. In the first place, the real 
estate cycle has always been extreme. In the United States we have never hada 
little real estate boom nor have we ever had a small real estate depression, Dur- 
ing the booms real estate goes to tremendous heights of activity and during the 
depressions it becomes frozen with relatively few voluntary transfers taking 
place. From the standpoint of the broker it is a feast or famine business, but 
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with the feast continuing for a long period of years, followed by a famine of an 
almost equal length. 


The first real estate boom we were able to trace in the United States hit its 
peak in 1795. Twenty years later, in 1815, we were at the peak of our second real 
estate boom and the third boom also followed at an interval of 2C years in 1835. 
Over the entire history of the United States we have never hada period longer 
than 20 years between real estate booms nor shorter than 16. During this same 
period we have had many fluctuations in general business, sometimes coming at 
very Short intervals, 


Perhaps the most remarkable thing about the real estate activity cycle is the 
regularity of its recurrence, I have reproduced on page 215 the charting used in 
the recent book on cycles taken from our figures. The red line on this chart isa 
regular eighteen and one-third year cycle. The blue line shows the fluctuation in 
the number of transfers of urban property 1n relationship to the number of fami- 
lies, The coincidence of the two curves cannot be accidental and if the regularity 
in the past, in spite of the tremendous change in conditions in the United States 
over the period of the study, has persisted it might indicate that the persistence in 
the future can be almost relied on. 


Let us look a little bit more closely, however, at the real estate cycle itself, 
at the figures that make it up, at its variance from city toe city, and the variation 
between the urban real estate cycle and the cycle in rural areas, 


In the first place, the real estate cycle as we have charted it is based on the 
voluntary transfers of real estate in relationship to the number of families in the 
communities covered, As we have charted different communities in the United 
States we find in addition to the similarity of the timing a great difference in the 
actual amplitude of the fluctuations. We find, for instance, that in a newer com- 
munity there is a far larger tendency for a real estate boom to go to greater ex- 
tremes than there is in a community which has matured many years before, In 
other words we would expect, if this be true, that the newer cities on the West 
Coast would have a cycle more pronounced than the older cities of New England, 
and this 1s actually the case. In addition, we find that there has been a tendency 
in the newer cities for the earlier booms to exceed the average of the United 
States by a far bigger percentage than the later booms. In other words, as a new 
city tends to mature the amplitude of its swing gradually moderates. The main 
difference between the cycle in California, for instance, and the average of the 
United States 1s shown graphically by the charts on the bottom of pages 218 and 
219. While the timing of the cycles is quite similar, the shape of the earlier 


cycles on the West Coast is quite different from the shape of the same cycles on 
the average in the United States 


If this be true, 1t would indicate that as the country becomes older and more 
mature, real estate will fluctuate ina much narrower range than we have been 
accustomed to in the past. It is probably one of the reasons why most of the real 
estate business in the older communities of Europe consists largely of manage- 
ment and appraisals, with relatively little brokerage business taking place. The . 
swings of the real estate cycle can be likened to the swings of a pendulum, start- 
ing out with a wide swing, but as the time elapses the swing gradually becomes 
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less and less, although it maintains‘its same periodicity in time. In other words, 
the pendulum which will beat seconds, unless driven by a spring, will start with a 
wide amplitude and will gradually narrow its amplitude as time goes on until it 
comes to a complete stop; but as long as it continues to swing it will still beat 
seconds, In the same fashion, the real estate cycle seemsto operate to the rhythm 
of eighteen and one-third years regardless of whether the community is young or 


old, The change in the amplitude of swings does not apparently on the average af- 
fect the period in which the swing is completed, 


From the foregoing I do not want to indicate that all real estate cycles in 
the United States have been eighteen and one-third years in length. They have not. 
They have varied in length. It is surprising that in spite of this variation they 
have still conformed to the general pattern shown in the chart on page 215. 


As stated before, this chart of real estate activity is based on voluntary trans- 
fers of real estate in relationship to the number of families. It is quite evident 
that involuntary transfers of real estate (foreclosures and tax sales) will also 
have a similar period but that their cycle will be the reverse of the voluntary 
cycle. Foreclosures will be high when voluntary activity is low and foreclosures 
will be low when voluntary activity is high. This is one reason why merely chart- 
ing the total number of transfers of real estate in relationship to the number of 
families will not give the same decided cycle that the voluntary transfer figures 
alone will reveal. 





Since the figures which compose this cycle are the number of transfers, the 
cycle is automatically weighted by the transfers of single-family residential 
properties as in the average community the number of transfers of these proper- 
ties far outweighs all other sales. This is true in practically all parts of the 
United States, with the exception of the immediate vicinity of New York City. 


Figures on rural real estate transfers are only available from 1912 to the 
present. It is impossible to tell from these figures how closely the rural cycle 
coincides with the urban cycle, but from the information available it would seem 
that the rural cycle has a tendency to reach its peak long before the urban cycle. 
Farm transfers for instance reached a peak in the United States in the year end- 
ing March 1920, while the urban peak of real estate activity did not come until 
1925. Farm activity apparently reached its peak in the twelve months ending in 
the spring of 1944. At that time 55.9 farms changed hands on a voluntary basis 
for every thousand of all farms in the United States. The peak on urban real es- 
tate activity in the present boom apparently occurred in May of 1946, probably 
three years after the peak of rural activity. 


In a city largely dependent on a rural area the rural real estate cycle will 
have some effect on the urban cycle. This is noticeable in cities like Des Moines, 
Iowa, for example, where the peak of urban activity arrived earlier than it did in 
cities with largely industrial trading territories, 


All changes in the real estate activity cycle are accompanied by changes 
in the price of real estate. When real estate activity is high, real estate is sell- 
ing at its highest prices. When real estate activity is low, the few pieces of real 
estate which change hands on a voluntary basis change hands at an extremely low 
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price level. 


There is no definite relationship, however, between the percentage at which & 

real estate activity exceeds the long-term computed normal and the rate at which 

the prices of real estate will exceed the normal. We have had very large real 
estate booms in the United States in the past which have had a relatively slight in- 
crease in the prices of existing properties and, on the other hand, we have had 
booms of a smaller intensity from the standpoint of the activity in voluntary 
transfers where the change in price of the real estate transfers was tremendous, 

The price at which real estate will change hands depends not only on the real es- | 
tate cycle but also on such other factors as the interest rate, the cost of replac- 

ing existing properties and many other factors. These factors in a period of gen- 

eral price inflation will bring about a greater inflation in real estate values than 

will be found in an ordinary real estate boom not accompanied by a major read- 
justment in the general price level. Conversely, a real estate depression may be 

deep and long, but if unaccompanied by a large general drop in the major price 

level, the drop in real estate values will be much less than it will be in a defla- 
tionary period like the big depression of the thirties. 


I think the real estate cycle can be modified to some extent by government 
controls, The current cycle was delayed in its start by the controls on building 
and rents which accompanied the war. Asa rule, a delay of this sort will inten- 
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sify the cycle when it does occur and it will be noticed on our charts that the 
present cycle has gone higher than any of those which preceded it, 


As pointed out above, the cycle we have charted is to all intents and purposes 
the cycle based on single-family residences, If we were to chart a cycle only on 
larger buildings the cycle would reach its peak three to four years later than the 
cycle as we have shown it here. We have tried this and have charted the building 
of the larger buildings of the United States. Most of these buildings have been 
built after the residential cycle has reached its peak and started down. We have 
not yet reached in this current cycle the commercial property boom which we will 
reach before the real estate boom subsides entirely. We will probably start 
building office buildings and hotels two, three or four years from now. Up to the 
present time it has not been possible to build many buildings of this type as the 
rents obtainable from existing buildings were not high enough to pay a return on 
the cost of construction, Then, too, at the present time the limitations on non- 
residential construction have prevented some building that might otherwise have 
gone ahead, but it is clearly apparent from a study of the past that had there been 
no limitations on nonresidential building relatively little would have been done 
thus far in comparison with the amount of building for residential use. 


I have often been asked what causes these fluctuations in real estate activity, 
and I must admit that I do not know the cause, I have many ideas, some of them 
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certainly incomplete, but which I might call clues to the behavior we have re- 
ported. In the first place, in every real estate boom we over-build. This over- 
building is not apparent while the boom continues, because construction activity 
by itself on a large scale creates a tremendous amount of buying power and em- 
ployment, not only in the building trades at the site but in manufacturing and in 
transportation, and this increase in general business activity apparently increases 
the demand for residential space. Because of the increased demand, no matter 
how fast we build in the early part of a boom the housing shortage continues as 
drastically as it started; in fact, in The Coming Boom in Real Estate, which I 
wrote in 1936, I said that when the building boom finally started it would appar- 
ently increase the housing shortage and this has certainly been the case to date. 
In my own opinion the housing shortage today is not nearly so acute as it is be- 
lieved to be, but so long as building continues at the present rate the demand for 
housing will continue high. 





The shortage of housing space has been greatly intensified in this real estate 
cycle by rent control, with incomes of workers high and with rents at practically 
their prewar level. Each family has attempted to increase the quality and quan- 
tity of its housing. This would be fine were it possible to build accommodations 
fast enough to take care of the demand, Unfortunately, the increase in purchasing 
power occurred during the war and while most GI’s were out of the United States. 
By the time that they returned, all housing had been filled and no vacancies ex- 
isted. The amount of building we have done since has been insufficient with the 
present level of rents to fill the demand and only if incomes drop, as they will for 
some classes in a recession, will the demand for housing shrink at the same time 
that the housing units we have been building are ready for occupancy. I believe 
that the dire stringency in the housing shortage will be over by 1950 and I think 
from then until 1953 or 1954 we will be slowly augmenting the quantity of housing. 
Then, if a big depression develops, people will again shrink their housing demands 
and a great deal of vacancy will occur, and this vacancy will persist so long as 
business conditions are not good. During this period of high vacancy the values 
of properties will be dropping and it will probably be possible to buy an existing 
building for less than the cost of building a duplicate. At the same time fore- 
closures of over-financed properties will be occurring and many of these proper- 
ties will be thrown on a disinterested market, depressing the prices still further. 
This will be accompanied by a drastic drop in real estate activity and the real es- 
tate depression will reach its bottom. Eventually business will show some re- 
covery. Persons will again expand their housing needs. In the meantime, per- 
sons will have moved from the farms to the cities as they have over the entire 
history of the United States, our population will have increased slightly, and we 
will again find housing becoming more scarce, As this occurs, its price will 
rise and as its price rises the time will arrive when again it is possible to build 
new buildings in competition with the ones already standing. When this time ar- 
rives, a building boom takes place and we are ready to start another cycle. 


Why this cycle takes eighteen and a third years on the average cannot be ex- 
plained from present information. Similarly the length of many other cycles is 
also inexplicable but nevertheless the cycles are quite distinct. Iam more con- 
cerned in trying to measure the cycle, in trying to guess what portion of it we 
may be in, how rapidly it is moving, and how long a period will elapse before the 
present phase of the cycle comes to an end. While I would naturally like to know 
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the complete reason why things behave as they do, the absence of a portion of the 
picture will not keep me from using the information I have been able to acquire. 
If we waited to use electric current until we fully understood what it was, all of 
the labor-saving devices based on electrical energy would still-be in the future. 
If we can find out how it behaves we may be able to use our information as we 
have in the electrical field to considerable advantage. 


Of course, sales can be made in any position of the cycle. The greatest prof- 
its, however, are made by those who attempt to adjust their operations to the cur- 
rent position of the cycle, 


In May 1936 I ended The Coming Boom in Real Estate with a general summary 
of the real estate cycle and the various, phases through which it runs.. I am re- 
printing on page 222 the statements which appeared on the final page of The 
Coming Boom in Real Estate eleven years ago. In my opinion the thoughts I ex- 
pressed then are still applicable to today’s conditions, 
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A FINAL WORD: 
Some Homely “Do’s’’ and “Don't’s”’ 


® Don’t lose your perspective. Remember that real estate cycles are 
long and that changes take place slowly. A person must have patience 


to make money in real estate. 


® Don’t be swayed by popular opinion. Remember that the general 
public has almost always been wrong. 


@® When the general clamor is to sell—buy, for the mass pessimism 
is certain to have forced selling prices below real worth. 


@® When the boom has reached it height and the general public be- 
lieves that real estate is the best of all investments—sell, for the mass 
optimism is certain to have forced prices above real worth. 


@ Remember that cause and effect still follow each other and that there 
is no way in which their sequence can be broken. 


® As prosperity returns, vacancies will decrease. 

@ As vacancies drop, rents will rise. 

@ As rents rise, values will go up. 

® As values go up, it will again be profitable to build. 


® As building gets under way, prosperity increases, further increas- 
ing the demand for homes, for offices, stores, and factories. A large part 
of every boom is generated by the boom itself. 


@ Thus runs the cycle which enriches those who ride its crest and 
impoverishes those who run counter to its inevitable trends. 


Reprinted from page 48 of The Coming Boom in Real Estate, by Roy 
Wenzlick. Simon and Schuster, New York, 1936. 
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